
BEFORE

THE PUBLIC SERVICE COMMISSION OF

SOUTH CAROLINA

DOCKET NO. 2003-368-S - ORDER NO. 2004-296

JUNE 15, 2004

INRE: Application of Madera Utilities, Inc. for

Approval of an Increase in its Sewer Rates

and Charges.

) ORDER RULING ON

) APPLICATION FOR

) INCREASE IN RATES

I. INTRODUCTION

This matter comes before the Public Service Commission of South Carolina

(hereinafter the "Commission") by way of an Application of Madera Utilities, Inc.

(hereinafter "Madera" or the "Company"), filed on December 11, 2003, seeking approval

of a new schedule of rates and charges for sewer service that Madera provides to its

customers within its authorized service area in Clemson, in Pickens County, South

Carolina. The Application was filed pursuant to S. C. Code Ann. Sections 58-5-210 et.

Seq. (1976), as amended, and 26 S.C. Regs. 103-512 (1976).

By letter, the Commission's Deputy Executive Director instructed Madera to

publish a prepared Notice of Filing, one time, in newspapers of general circulation in the

area affected by Madera's Application. The Notice of Filing indicated the nature of the

Application and advised all interested persons desiring to participate in the scheduled

proceedings of the manner and time in which to file appropriate pleadings for inclusion in

the proceedings. In the same letter, the Deputy Executive Director also instructed
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Maderato notify directly, by U. S. Mail, eachcustomeraffectedby the Application by

mailing eachcustomeracopyof theNotice of Filing. MaderafurnishedtheCommission

with anAffidavit of Publicationdemonstratingthat theNotice of Filing had beenduly

publishedand with a letter in which Madera certified that it had complied with the

instructionof theDeputy ExecutiveDirector to mail a copyof theNotice of Filing to all

customersaffectedby the Application. In responseto the Notice of Filing, Petitionsto

Intervenewerefiled onbehalfof the ConsumerAdvocatefor the Stateof SouthCarolina

(the"ConsumerAdvocate"),theCity of Clemson,andnumerouscustomersof Madera.

Pursuantto S. C. Code Ann Section 58-3-95 (Supp. 2003), a panel of three

Commissionerswere appointedto hear and rule on Madera's Application. The panel

consisted of Vice Chairman Mitchell, presiding, Commissioner Moseley, and

CommissionerWright.

On April 26, 2004,apublic night heatingwasheld in Clemson,SouthCarolinain

the Fellowship Hall of the First Baptist Church located at 397 College Avenue in

Clemson.All threepanelmemberswere presentat the night hearing.Also presentat the

hearingweremanycustomersof Madera,includingmanyof the intervenorsin thecase,

who wereheardto expressoppositionto Madera'sApplication.

On May 13,2004, a public hearingconcerningthe mattersassertedin Madera's

Application washeld in the Commission'shearingroom locatedat SynergyBusiness

Park, 101ExecutiveCenterDrive - SaludaBuilding, Columbia,SouthCarolina. During

the proceedings,Madera was representedby Elizabeth R. Munnerlyn, Esquire. The

Consumer Advocate was represented by Elliott F. Elam, Jr., Esquire. Intervenor City of
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Clemsonwas representedby RobertT. Bockman,Esquire. The CommissionStaff was

representedby JocelynG.Boyd, StaffCounsel.

At the May 13hearingonecustomer,DeniseDull, testifiedasa publicwitnessin

opposition to Madera'srequestedrates.

Brown, a licensedGeneralContractor;

Maderapresentedthe testimonyof Timothy

Tracey Q. Lee, a Certified Public Accountant;

andJohnI. Rogers,III, the Vice Presidentand Secretaryof Madera. IntervenorCity of

Clemsonpresentedthe testimonyof Larry Abernathy,Mayor, and Richard E. Cotton,

City Administrator. The Commission Staff presented the testimony of Robin Foy of the

South Carolina Department of Health and Environmental Control ("DHEC"); Steve W.

Gunter, an Auditor for the Commission; and William O. Richardson, Chief of the Water

and Wastewater Division of the Commission's Utilities Department. Witness Foy

appeared pursuant to a subpoena requested by the Commission Staff. The Consumer

Advocate did not present a witness. Intervenor Harold M. Harris, a retired college

professor, testified as well.

In considering the Application of Madera, the Commission must consider

competing interests. The interests of the consumers to receive quality service and a

quality product at a reasonable rate compete with the interests of the provider to have the

opportunity to earn a fair rate of return. Public Utilities are permitted to establish rates

that, at a minimum, will cover their revenue requirements. These rates must be "just and

reasonable," with no "undue" discrimination. Charles F. Phillips, Jr., The Regulation of

Public Utilities, (1993) at 172.



DOCKETNO. 2003-368-S- ORDERNO. 2004-296
JUNE 15,2004
PAGE4

Thus,in consideringthe Application of Madera,the Commissionmust give due

considerationto Madera'stotal revenuerequirements,comprisedof allowableoperating

costsand theopportunity to earna fair return. To this end,the Commissionwill review

the operatingrevenuesandoperatingexpensesof Maderaandwill endeavorto establish

adequateandreasonablelevelsof revenuesandexpenses.Further,the Commissionwill

consider a fair return for Madera based upon the record before it. Should the

Commission'sdeterminationshowthat ratesshouldbe increased,the Commissionwill

thendesignratesthat will meettherevenuerequirementsof Maderabut that arealsojust

andreasonableandfreeof undue discrimination.

II. FINDINGS OF FACT

1. Madera is a sewer utility providing sewer service in its assigned service

area within South Carolina, and its operations in South Carolina are subject to the

jurisdiction of the Commission, pursuant to S. C. Code Ann. Section 58-5-10 et seq.

(1976), as amended.

2. The appropriate test year period for the purposes of this proceeding is the

twelve-month period ending December 31, 2002.

3. The Commission will use operating margin as a guide in determining the

lawfulness of the Company's rates and in the fixing of just and reasonable rates.

4. By its Application, Madera is seeking an increase in its rates and charges

for sewer service which results in $77,156 of additional revenues to Madera.

5. The appropriate operating revenues for Madera for the test year, under

present rates and after accounting and pro forma adjustments, are $23,730.
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6. The appropriateoperatingexpensesfor Madera for the test year, under

presentratesandafter accountingandpro formaadjustmentsandadjustmentsfor known

andmeasurableout-of-testyearoccurrences,are$30,441.

7. The operating margin for the test year under presentrates and after

accountingandpro forrnaadjustmentsapprovedhereinis (28.28)%.

8. Basedon the operatingmargin for the test year after accountingandpro

forma adjustments,we find that Maderahasdemonstratedthe needfor an increasein

rates.

9. When appliedto asadjustedtest yearoperations,the ratesrequestedand

proposedby Maderaresult in anoperatingmarginof 54.26%.

10. The Commissionfinds that anoperatingmargin of 54.26%is unjust and

unreasonableasproducing excessiverevenues. The Commissionfinds and concludes

that afair operatingmarginthattheCompanyshouldhaveanopportunityto earnis 10%.

11. The level of operatingrevenuesrequiredin order for Maderato have an

opportunityto earna 10%operatingmarginis found to be$34,845.

12. The Commissionfinds that Maderashouldmaintainits booksandrecords

in accordancewith theNARUC Uniform Systemof Accountsfor ClassC SewerUtilities,

asadoptedby this Commission.

Iii. EVDENCE TO JUSTIFY FIN-DiNGSOFFACT

In this section,the Commissionsetsforth the evidencerelied uponin makingits

Findingsof Factassetforth in SectionII of this Order.
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1. EVIDENCE FORFINDING OF FACT NO. 1

The evidencesupportingthis finding conceming the Company'sbusinessand

legal statusis containedin the Application filed by Madera,in the testimonyof Madera

witnessRogers,andin prior CommissionOrdersin the docket files of the Commission,

of which theCommissiontakesjudicial notice. By theApplication, Maderaadmitsthatit

is a publicutility within themeaningof S.C. CodeAnn section 58-5-10(3) (Supp. 2003)

and that it is providing sewerage service to one hundred and twelve (112) residential

customers under a schedule of rates approved by this Commission in Order No. 90-31,

Docket No. 88-45-S, dated January 12, 1990. Application at ¶ 1 and ¶ 5. In addition, Mr.

Rogers testified that Madera purchased the right to operate the system from Piedmont

Utilities Corporation. Rogers Prefiled Testimony, p. 1, 11, 13-18. This finding of fact is

essentially informational, procedural, and jurisdictional in nature, and the matters which

it involves are not contested by any party.

2. EVIDENCE AND CONCLUSIONS FOR FINDINGS OF FACT NO. 2

The evidence supporting this finding, that the appropriate test year period for the

purposes of this proceeding is the twelve-month period ending December 31, 2002, is

contained in the Application filed by Madera and in the testimony and exhibits of the

parties' witnesses.

On December 11, 2003, Madera filed its Application requesting approval of rate

schedules designed to produce an increase in gross revenues of $77,840. See Application

¶6 and Exhibit C. The Company utilized a test year ending December 31, 2002. Id. The
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Staff witnesseslikewise offered their evidencegenerallywithin the contextof the same

testperiod. SeeHearingExhibit No. 4.

The test year is establishedto provide the basis for making the most accurate

forecastof the utility's rate base,reserves,and expensesin the near future when the

prescribedratesare in effect. Porterv. SouthCarolinaPublic ServiceCommission,328

S.C.222,493 S.E.2d92 (1997),citing Haremv. S.C.Pub.Serv.Comm'n, 309S.C.282,

422 S.E.2d110(1992).

The Commissionconcludesthat the appropriatetest year to use in the instant

proceedingis the twelve monthperiod endingDecember31, 2002. No party contested

the useof that test yearasproposedby Maderain its Application. To the contrary,all

witnessesrelieduponthattestyearin presentingtheir evidence.

3. EVIDENCEAND CONCLUSIONSFORFINDING OFFACT NO. 3

In its Application, Madera did not specify or proposea particular rate setting

methodology.

"The Public ServiceCommissionhaswide latitudeto determinean appropriate

rate-settingmethodology." Heaterof Seabrookv. Public ServiceCommissionof South

Carolina,324S.C.56,64,478 S.E.2d826,830(1996).

The Staff in its exhibits and testimoniespresentedinformation regardingthe

operatingmarginsfor perbooks test year, test yearasadjusted,and after the proposed

increase. SeeHearing Exhibit No. 4, P. i (Synopsis)and P. 4 (Audit Exhibit A). The

CommissionStaff also presentedvarious alternativeoperatingmarginsand associated

revenuerequirementsfor thoseoperatingmargins.HeatingExhibit No. 5, P. 6 (Utilities
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DepartmentExhibit No. 5) BecauseMaderadoesnot show investmentin ratebase,the

Commissionfinds that operatingmargin is the appropriaterate-settingmethodologyto

usein this case.

4. EVIDENCE AND CONCLUSIONSFORFINDING OFFACT NO.4

Theevidencefor thefinding concerningthe amountof therequestedrate increase

is containedin theApplication filed by Maderaandin thetestimonyandexhibitsof Staff

witnessRichardson. The Application of Madera indicatesthat it is seekingadditional

revenuesof $77,840from the proposedratesfor its sewer operations. Application of

MaderaExhibit C. Additionally, Staff witnessRichardsontestified that under the rates

proposedin the Application, Maderawould seean increasein revenuesof $77,156.

HearingExhibit No. 5 (Utilities DepartmentExhibit No. 2).

We adopt Staff's calculation of the increasein revenuesbecausethe Staff's

calculation appropriately reflects annualizedchargesfor sewer service without any

additionalmiscellaneouscharges. Staff's adjustmentto annualizethe ratesrecognizes

revenuesfor sewerservicefor a full year under the approvedrates. We find that the

annualizedrevenuesas calculatedby the Staff to be appropriateto use in establishing

rates. Therefore,theCommissionfinds that Maderais seekingan increasein its revenues

of $77,156.

5. EVIDENCE AND CONCLUSIONSFORFINDING OFFACT NO. 5

Madera's Application shows per book test year total operating revenuesof

$22,160.Application, Exhibit No. C. Staff beganwith the per book test yearoperating

revenuesof $22,160,andStaffproposedanadjustmentto perbook operatingrevenuesto
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annualizeservicerevenuesusingyear-endcustomers.HearingExhibit No. 4, P.4 (Audit

Exhibit A); HearingExhibit No. 4, P.6. (Audit Exhibit A-l, p. 1of 4). Staff'sproposed

adjustmentresultsin an increaseto perbook operatingrevenuesof $1,570. We find the

adjustmentproposedby Staff to be reasonableand adoptthe Staff's adjustment. See,

Evidenceand Conclusions for Finding of Fact No. 4, above. Therefore,we find the

appropriate operating revenues for the test year after accounting and pro forma

adjustmentsare$23,730.

6. EVIDENCE AND CONCLUSIONSFORFINDING OFFACTNO. 6

The partiesoffered certainadjustmentsaffectingoperatingexpensesfor the test

year.MaderawitnessRogersand Lee and Staff witnessGunter offered testimonyand

exhibits detailing adjustmentsproposedby the parties. See Hearing Exhibit No. 4

(Exhibits sponsoredby StaffwitnessGunter)andMadera'sApplication. This sectionwill

addresstheadjustmentsofferedwhich affectoperatingexpenses.

(A) Plant Maintenance; Chemicals and Supplies

(1) Position ofMadera: Madera proposed an adjustment to Plant Maintenance

of $2,305. Application, Exhibit C.

(2) Position of Staff: Staff did not propose an adjustment for these items.

Witness Gunter stated that Staff did not allow for the proposed adjustment because these

expenses are estimated amounts and are not known and measurable to test year

operations.

(3) Decision of the Commission: From the evidence presented at the hearing,

the Commission finds that the Staff position with respect to the proposed adjustment for
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PlantMaintenanceshouldbe adopted. Staff appropriatelydeterminedthat theproposed

adjustmentsdo not reflect aknown andmeasurablechange. The Commissionis guided

in its decisionby the caseof Heaterof Seabrook,Inc. v. Public Commissionof South

Carolina,324 S.C. 56, 478 S.E.2d 826 (1996),in which the SupremeCourt of South

Carolinastated"(w)hen calculatingexpensesin ratecases,Commissionshoulduseonly

test yeardataandknown andmeasurablechangesoccurringafter the test year." In the

instantcase,Madera'sproposedadjustmentsarenot aknown andmeasurablechangeand

cannotbeallowed.

(B) Rate Case Expenses:

(1) Position of Madera: Madera proposed an adjustment of $346 in the test

year for rate case expenses for legal and accounting fees. Application, Exhibit C.

(2) Position of Staff: Staff proposed an adjustment of $11,000 for actual rate

case expenses and proposed to amortize the rate case expenses over a five year period.

Gunter, Prefiled Testimony, PP. 11-12, Hearing Exhibit No. 4, P. 6 (Audit Exhibit A- 1, 1

of 4). To give effect to its proposal, Staff made an adjustment to increase General And

Administrative Expenses by $2,200. Id.

(3) Decision of the Commission: The Commission finds that the Staffs

treatment of these items is appropriate and should be adopted.

With regard to the rate case expenses allowed by the Staff in its proposed

adjustment, the Commission approves rate case expenses of $11,000 and the amortization

period of five years proposed by Staff. Staff witness Gunter stated that the Staffs

adjustment amortized actual rate case expenses; thus the level of rate case expenses was
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verified by the Staff. TheCommissionfinds thatratecaseexpensesareaproper item for

inclusion in rates. Ideally, the amortizationperiod for the recovery of the rate case

expensesshouldallow for recoveryof thoseexpensesbetweenratecases.However,it is

impossible to foreseewhat the future holds and to statewith any certainty when the

Companymay needto return to this Commissionfor rateadjustment. Maderaacquired

theutility in 1985andthis is only thesecondtimeMaderahassoughtraterelief.

In Hamm v. SouthCarolinaPublic ServiceCommission,309 S.C.282, 422 S.E.

2d. 110(1992),theSupremeCourtof SouthCarolinastated:

Adjustmentsfor known and measurablechangesin expensesmay
benecessaryin orderthat the resultingratesreflect the actualrate
base,net operatingincome,and costof capital. The adjustments
arewithin the discretionof the Commissionand must be known
and measurablewithin a degreeof reasonablecertainty.Absolute
precision,however,isnot required.
(citing Michaelson v. New England Tel. & TeL Co., 121 R.I. 722,

404 A. 2d 799 (1979)).

While the Commission cannot state with absolute precision when the Company

will return for another rate proceeding, the Commission must provide a sufficient

amortization period under which Madera may recover its expenses. The Commission

finds a five year amortization period reasonable.

(C) Interconnection and Upgrade Expenses:

(1) Position of Madera: Madera proposes to record the effects of borrowing

$134,000.00 for interconnection expenses to connect to the Town of Clemson as required

by DHEC and $180,000.00 for an upgrade of the system as required by Clemson as a

condition of connection. See Testimony of Cotton. Further, Madera proposes an

amortization period on these amounts of 15 years.
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(2) Positionof Staff: Staffdid not accepttheadjustmentproposedby Madera

becausethe loansfor theconstructionprojectsof the lift stationandinterconnectionhave

not yet been made.Heating Exhibit No. 4, P. 7, Audit Exhibit A-1. Further Staff

indicatedthat the loansarenot a properoperatingexpense.Staffdoesnotrecognizeloan

repaymentsor interestexpensein operatingexpensesbut doesallow armualizedinterest

in the booking of IncomeTax expenseandin the computationof the operationmargin

basedon interestsynchronizations.

(3) Decision of the Commission: The Commission finds that the Staff

properly did not acceptthe adjustmentproposedby Madera.As Staff noted in Audit

Exhibit A-l, "[t]he loanshavenot beenmadeand arenot a properoperatingexpense."

Hearing Exhibit 4, P. 7. As Staff witnessGunternoted in his testimony, the Company

requeststhe Commissionto grantraterelief basedon a setof circumstancesthat hasnot

actuallyoccurred.Thustheadjustmentproposedby Maderato coverthe loansneededfor

theseconstructionprojectsarenot known andmeasurable,andtheCommissiondeclines

to acceptMadera'sproposedadjustment.Not only doestheproposedadjustmentfail the

"known andmeasurable"principle, it alsofails the"usedanduseful" principle.

What Madera is requestingthis Commissionto do is to requirethe customersof

Maderato fund up-front the improvementswhich Maderawantsto make to the system.

However,Maderamustrecognizethatit is apublic utility andthat it hasanobligationto

provide theservicesto that portion of thepublic in Madera'sauthorizedserviceterritory.

Traditionally, a utility will make improvements, capital expenditures, or investment in

plant through funding provided by shareholders. Once the improvements, capital
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expenditures,or investmentin plant have been completed and the plant is used in

providing the utility services to the public, a utility will seek a retum on the investment

made by the utility or shareholders. To have a return set and to seek to recover

appropriate amounts of the investment, the utility will file a rate case and ask that rates be

set using the improvements, capital expenditures, or investment in plant. However, under

the traditional scenario, the utility seeks rate coverage after the capital expenditures have

been made and after the improvements or investment in plant are used in providing

service. At that point, a utility can state with specificity and certainty the amounts spent

on the improvements or investment in plant and thus meet the "known and measurable"

principle and can state that the improvements are used in providing service to the public

and meet the "used and useful" principle.

The Commission finds no justification to require the customers of Madera to fund

the costs of improvements up-front. While the Commission does find herein that Madera

has shown the need for a rate increase, that need is based on the fact that Madera's

revenues do not cover the reasonable yearly operating expenses approved herein. The fact

that Madera is faced with making improvements to the system is not in and of itself

sufficient justification to warrant the rate increase. Madera should not look to the

customers to fund investment in plant before the plant is installed or before the plant is

used and useful in providing the services. The used and useful principle not only

presupposes that the actual dollars of investment have been expended but that the

properties or plant in question are actually being used to provide service.
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(D) Unpaid Attorney's Fees:

(1) Position of Madera: Proposes to increase expenses for unpaid attorney fees

incurred prior to the test year but not paid.

(2) Position of Staff: Staff did not accept Madera's proposal because the fees

were for a lawsuit that was not related to the test year.

(3) Decision of the Commission: The Commission finds that Staff position is

correct since the matter was not related to the test year and a non recurring item.

(E) Bill Collection Expenses:

(1) Position of Madera: Madera proposes to increase bill collection expenses

to recognize an increase in the monthly customer service fee charged by Clemson for

billing and collection or for the cost of increased staff or services should Madera

undertake its own bill collection.

(2) Position of Staff: The Staff proposes an adjustment of $6114.00 rather

than the $6048.00 proposed by Madera. Staff's adjustment differed from the Company's

due to the Staff's use of a revised year end customer count.

(3) Decision of the Commission: The Commission finds that the proposal of

the Staff is reasonable because the increase is a known and measurable change to test

year operations.

(F) Management Fees:

(1) Position of Madera: Madera proposes to increase General and

Administrative expenses for management fees accrued for earlier years but not yet paid

due to lack of funds in the amount of$11,355.00.
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(2) Positionof Staff: TheStaffdid not includethe adjustmentbecauseit is for

expensesthatwereincurredprior to thetestyear.

(3) Decisionof theCommission:The Commissionfinds thattheadjustmentof

Maderashouldbe deniedandthepositionof thestaff adopted.The expenseswereclearly

incurredprior to thetestyear.To includeexpensesfrom prior yearsin futurerateswould

violatetheregulatoryprohibition againstretroactiveratemaking.

(G) Current Year Management Fees:

(1) Position of Madera: Madera proposes an adjustment of $18,000.00 for

management fees. Madera did not submit a management contract.

(2) Position of Staff: The Staff did not allow the adjustment because Staff

was unable to verify the duties performed to justify the fee and therefore did not allow the

adjustment.

(3) Decision of the Commission: The Commission finds that the staff position

is correct. It is the responsibility of the Company to provide evidence to support an

adjustment. With regard to this adjustment, Madera did not provide justification. Further,

Madera did not provide support for this adjustment to Staff during the Staff audit.

(H) Taxes:

(1) Position of Madera:

(2) Position of Staff:

Income and for Income Taxes.

(3) Decision of the Commission: The

adjustment should be adopted since the rate

Madera made no specific adjustment for taxes.

The Staff proposed adjustments for Taxes Other Than

Commission finds that the Staff's

increase approved herein will create
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additional taxes from Madera's operations. The ConsumerAdvocate objectedto an

adjustmentfor incometaxesdueto Madera'sformation asa Sub-chapterS corporation.

However,theCommissionrecognizesthat therate increasewill createadditionalincome

tax liability, and the Commissionfinds that inclusion in ratesof that tax liability using

lawfully applicablestateand federal tax rates is appropriate.Further, the Commission

recognizesthat gross receipts taxes will increaseand that coverageof Thus the

Commissionapprovesthe Staff adjustmentto IncomeTaxesand to TaxesOther Than

Income.

7. EVIDENCE AND CONCLUSIONSFORFINDING OFFACTNO. 7

The operatingmargin for the test yearunderpresentratesand after accounting

andpro formaadjustmentsapprovedhereinis (28.28)%.Thecalculationfor theoperating

margin using the test year as adjustedoperatingrevenuesof $23,730.00as approved

hereinandtestyearasadjustedoperatingexpensesof $30,441.00asapprovedhereinwas

providedby StaffwitnessGunter.Gunter,PrefiledTestimony,P. 8; HeatingExhibit No.

4, P.4 (Audit Exhibit A). Accordingto Mr. Gunter,adjustedtest yearoperationsresult in

a "Net Loss for Return" of ($6,711). Using the adjustedNet Loss for Returnminus

InterestExpenseif applicabledividedby OperatingRevenues,Staff calculatedanegative

operatingmarginof (28.28)%.

The following table indicates(1) the Company'sgrossrevenuesfor the test year

after adjustmentsapprovedherein,under the presentlyapprovedrate schedule;(2) the

Company's operating expensesfor the test year after accounting and pro forma

adjustmentsand adjustmentsfor known and measurableout-of test year occurrences
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approvedherein;and(3) theoperatingmarginunderthepresentlyapprovedschedulesfor

thetestyear:

OperatingRevenues
OperatingExpenses
Net OperatingIncome/Loss

TABLE A

NET INCOME/(LOSS)FORRETURN

OperatingMargin

Before increase

$ 23,730

30,441

(6,711)

($6.711"1

(28.28P_

8. EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT 8

Based upon the Finding of Fact 7, we find that Madera has demonstrated a need

for rate relief in the form of a rate increase. Adjusted test year operations reveal an

operating margin of (28.28)%. Clearly, expenses of operating the system outweigh the

revenues of the system.

9. EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT 9

The rates requested and proposed by Madera produce an operating margin of

54.26% when applied to adjusted test year operations. Information concerning the effect

of the proposed rates when applied to as adjusted test year operations of Madera is found

in the Staff's exhibits introduced during the hearing. Mr. Gunter calculated that the rates

proposed by Madera, which would produce additional revenues of $77,156 result in an

operating margin of 54.26%. Hearing Exhibit No. 4, P. 5 (Audit Exhibit A).



DOCKET NO. 2003-368-S- ORDERNO. 2004-296
JUNE 15,2004
PAGE 18

10. EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT 10

The Commission finds that an operating margin of 54.26% is unjust and

unreasonable as such an operating margin produces excessive revenues for the Company.

The Commission concludes that a fair operating margin for Madera operations is 10.00%.

Madera has opined that it is seeking the requested increase in rates so that Madera

may continue to provide sewer service to its 113 customers. According to Madera,

DHEC has ordered Madera to eliminate its wastewater treatment lagoon, and Madera has

explored the possibility of a tie-in with the City of Clemson's sewer system. Madera

asserts that in order to continue to serve its customers, Madera requires a significant

increase in rates. The Commission recognizes that Madera faces increased costs in

continuing to serve its customers and that Madera requires increased revenues just to

meet day-to-day operations, without considering the costs associated with any necessary

capital improvements required on the system.

While the Commission recognizes a need for increased rates and increased

revenues by Madera, the Commission is not without sympathy for the customers. The

Commission recognizes that the customers are being requested to pay a sizeable rate for

sewer service. However, the documentation provided in this case, along with the

standards ofratemaking, substantiate the need for a rate increase. The utility is operating

in the negative. The Commission must allow for the utility to be viable in order to

provide the services to the public.

The Commission recognizes that it must consider the value of the services

provided as well as recognize that there is a limit to what the public can bear. The
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Commissionmust strike abalancebetweenthe revenueneedsof the utility and the value

of the service to the public. Madera has demonstrated a need for the rate increase.

Further, Madera has presented evidence that it will be seeking loans in order to finance

the capital projects needed to meet DHEC's requirements. Thus, the Commission must

consider that Madera will need to show financial viability and an ability to repay debt in

order to obtain necessary financing for the capital projects. However, while keeping in

mind the fmancial status and viability of Madera, the Commission does not ignore the

impact of rate increases on the public. In light of these factors and based upon the record

in the instant proceeding, the Commission concludes that a reasonable and fair operating

margin which Madera should have an opportunity to earn is 10.00%.

11. EVIDENCE AND CONLCUSIONS FOR FINDING IF FACT 11

In order to have the opportunity to earn a 10.00% operating margin, Madera will

require an increase in operating revenues of $34,845. Table B which follows reflects a

10.00% operating margin and the requisite revenues

opportunity to earn a 10.00% operating margin:

TABLE B

Operating Revenues

Operating Expenses

Net Operating Income/Loss

NET INCOME/(LOSS) FOR RETURN

to allow Madera with the

After increase

$ 34,845

31,362

$ 3,483

$ 3,483

Operating Margin 10.00%
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12. EVIDENCE AND CONCLUSIONS FOR FINDING OF FACT 12

The Commission finds that Madera should begin maintaining its books and

records in accordance with the NARUC Uniform System of Accounts for Class C Sewer

Utilities, as adopted by this Commission. Staff witness Gunter testified that Madera is not

keeping its books in accordance with the NARUC chart of accounts. Accordingly, Mr.

Gunter recommended that Madera begin recording its revenues, expenses and other

transactions using the NARUC Uniform System of Accounts. We find that Madera

should maintain its books and records using the NARUC Uniform Systems of Accounts

as required by 26 S.C. Code Regs. 103-517 (Supp.2003). Further, we advise Madera to

consult with the Staff if guidance is needed concerning the requirements of the NARUC

Uniform System of Accounts.

IV. CONCLUSIONS OF LAW

Based upon the Findings of Fact as contained herein and the record of the instant

proceeding, the Commission makes the following Conclusions of Law:

1. Operating margin is the appropriate guide for the Commission to use in

determining the iawfiainess of the rates of Madera and in fixing of just and reasonable

rates for Madera to charge its customers in South Carolina.

2. A fair operating margin for the sewer operations of Madera in South

Carolina is 10%.

3. For the test year of December 31, 2002, the appropriate operating

revenues, under present rates and as adjusted in this Order, are $23,730.
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4. Using the operatingmargin of 10.00%found to be fair andreasonablein

this Order,therevenuerequirementsfor Maderaare$34,845.

5. In order for Maderato have anopportunityto eamthe operatingmargins

reasonableand approvedin this Order and to meet the revenuerequirements,Madera

mustbeallowedadditionalrevenuesof $11,115.

6. In order for Maderato earn additional revenuesof $11,115,Madera is

herebyauthorizedto chargea flat monthly rateof $25.70.

7. The ratesapprovedin this Order are designedto be just andreasonable

without unduediscriminationand arealso designedto meet therevenuerequirementsof

theCompany.

8. Based on the adjustments approved herein and the increase in rates

approved herein, the appropriate operating margin for Madera on its South Carolina

operations are 10.00%.

9. Madera shall maintain its books and records in accordance with NARUC

Uniform System of Accounts for Class C Sewer Utilities, as adopted by this Commission

and as required by 26 S.C.Code Regs. 103-517 (Supp. 2003).

IT IS THEREFORE ORDERED THAT:

1. Madera is granted an increase in rates and charges as provided herein for

its sewer operations in South Carolina.

2. The schedule of rates and charges attached hereto as Appendix A are

hereby approved for service rendered on or after the date of this Order. Further the
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schedulesare deemed to be filed with the Commission pursuant to S. C. Code Ann.

Section 58-5-240 (Supp. 2003).

3. Should the schedules approved herein and attached hereto as Appendix A

not be placed in effect until three (3) months from the effective date of this Order, the

schedules shall not be charged without written permission from the Commission.

4. Madera shall maintain its books and records for sewer operations in

accordance with the NARUC Uniform System of Accounts for Class C Water and Sewer

Utilities, as adopted by this Commission.

5. This Order shall remain in full force and effect until further Order of the

Commission.

BY ORDER OF THE COMMISSION:

ATTEST:

Bruce F. Duke, Executive Director

(SEAL)

MTgnon L. Clybum, Chairman
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APPENDIX A

MADERA UTILITIES, INC.

Filed Pursuant to Order No. 2004-296

(Docket No. 2003-368'S)

Effective Date of Order: June 15, 2004

RATES FOR SEWER SERVICE:

(For service rendered on or after June 15, 2004)

Monthly Flat Rate per Connection $25.70


